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THE SMOKE CLEARS 


iE smoke of Pearl Harbor has now cleared away sufficiently to make it pos- 








sible to see the situation more clearly. What changes have occurred in 
the outlook of significance to real estate and construction? What will be 
the immediate and the long-run effects of the intensified war? 


Probably the most striking of the early aspects will be the spottiness of 
these effects, geographically and by types of business. Some cities will boom, 
others will lag. Great scarcity of labor will exist in some defense cities, 
while many people will be unemployed in other places where transition to de- 
fense activity cannot be accomplished with speed. This spottiness will, of 
course, affect real estate and construction. 


During the next few months the number of sales of real estate will de- 
crease sharply, primarily because of the uncertainty about the draft. Many 
& young couples who would normally set up housekeeping and be prospects for a 

e home of their own will now defer any action until the draft status of the hus- 
band is more definitely determined. Of course, some people not interested in 
real estate before will now turn to it as an inflation hedge, but there will 
not be nearly enough of these to offset the others. 


Non-defense building is definitely and finally out for the duration of 
the war, but defense building - during the next year especially - will be 
greater than is generally expected. There is a chance that total building for 
1942 will be as great as it was in 1941. Defense housing will go forward at a 
rapid rate in defense cities but the attitude of the government is going to be 
that it must really be defense housing for defense workers actually employed 
on defense work. The entire emphasis will be on houses for rent rather than 
houses for sale; in fact, we may come to the point where priorities will be 
granted for rental housing only. If this comes about it will probably mean 
more direct government housing, as it is doubtful whether a sufficient quanti- 
ty of private housing will be built for rent. During 1942 there will be tre- 
| mendous additions to the cantonments' to take care of a greatly enlarged armed 
force. Industrial plants will be enlarged wherever such enlargements can in- 
crease armament production. 


Rents and values in most cities wili continue a slow upward movement in 
spite of efforts to hold them down. Older buildings of almost all sorts are 
underpriced in relation to their cost of reproduction. This condition in it- 
& self would bring higher prices in a sufficient period of time. Building costs 

ie have shown little change in the last few months. In our reports we said many 
months ago that we would strike a period in which it seemed that government 
controls were working. Building costs will go considerably higher during 1942. 
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HE Department of Commerce has ference there has been in the gen- 
published index series on va- eral trends of retail sales during 
rious types of retail sales. this period and the variations in 
These indexes are all based on dol- the number of sales of real estate, 
lar figures, are corrected ror sea- we have converted our index to the 
sonal influences and are expressed same base used by the Department of 
as percentages above or below the Commerce and have charted them to- 
average of the years 1935 to 1939. gether on the charts below and on 
In an effort to see how much dif- the page opposite. On each of these 
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The first chart shows the com- real estate and the sales of dur- 
parison of all retail sales with able goods shown on the second 
the sales of real estate. It will chart. In the early part of 1941 
be noticed that there is a rather’ the sales of durable goods went far 
remarkable similarity in the two ahead of real estate because of 
lines. There is not nearly so great priorities; they are now dropping 
a similarity between the sales of far behind. Non-durable goods have 
been more similar to real estate - 
charts the black line indicates the but with a pronounced tendency to 
fluctuations of retail sales while lag since the middle of 1939. The 
the red line shows the variation in greatest divergence is between the 
the number of sales of real estate. sales of autos and real estate. 
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with this issue of the Executive Digest the publication of a detailed 

chart showing most of the barometers we compile, from 1913 to the pres- 
ent During the period of rapid change this chart will form the center spread 
in the Digest each month, making it possible to determine currently the effect 
of the war. We are now entering a period in which more than ordinary precau- 
tion must be taken to operate successfully. A knowledge of the basic trends 
t 


Rew war is going to change many real estate trends, we are starting 


s going to determine the ability to outguess values far more than is a de- 

ailed knowledge of a particular neighborhood. Just as the great changes which 
came to real estate from 1914 to 1925 were not primarily dependent on local 
happenings, so the changes which will come from 1942 to 1947 will come as a 
result of factors entirely beyond the control of the local community. 


For the first time this year real estate activity 


e & REAL ESTATE ACTIVITY shows a drop in comparison with the preceding month. 
The final index figure for October was 23.6% above the 
computed normal for the month. November dropped to 19.5% above. It must be 


remembered that the attack on Pearl Harbor did not occur until December 7 and 
none of the effects of the actual participation in the war will be apparent on 
these figures until the final data for December are available. We think 
that real estate activity is going to show a marked drop during the next few 
months. Until the draft status of younger married men is clarified, many young 
couples who would otherwise start a home of their own will defer action. The 
purchase of real estate as an inflation hedge will not be sufficient in the 
meantime to offset this loss of sales. 


The volume of real estate mortgages will be down in 

REAL ESTATE MORTGAGES the period immediately ahead, as mortgage volume de- 

pends on new construction and price changes in real 

estate. The type of construction which in the past has furnished the greater 

part of the mortgage volume will be lower next year than this and the increase 

in real estate prices will not be great enough to offset this drop in volume. 

The line shown on our chart is based on the number of new mortgages recorded 
in the principal cities. 


It is quite surprising to most people to find that the 

NEW DWELLING UNITS volume of residential building in the U.S. during 1941 

was not particularly high in comparison with the vol- 

7 & ume of the nineteen twenties. On the chart, expressed as the number of new 

dwelling units constructed per month for each ten thousand families, the rate 

in 1941 was approximately half the rate in 1926. The rate will drop further 
in 1942 because of the restrictions on non-defense building. 
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General business activity has increased markedly since 

GENERAL BUSINESS the beginning of the defense program, but it is reach- 

ing a point where the increases will be much slower 

than they have been in recent months. In the initial part of the defense ac- 

tivity, expansion of business was coming from the employment of unused capac- 

ity. The greater part of further increases must come from additions to capac- 

ity and these additions take time to make. Business activity for November was 
18% above the computed normal. 


The average price of the industrial stocks in the Dow- 

COMMON STOCKS Jones average is charted against the real estate 

cycles of our chart. On this chart the high and low 

for each month is indicated by the length of the bar. It will be noticed that 

the highest point was reached in 1929 with an average of $381.17 a share. The 

low during December of $107.80 is the lowest since 1938. The increased volume 

of business has not been reflected in increased stock prices because of the 
very much higher taxes. 


Residential rents have been rising slightly in the 

RESIDENTIAL RENTS past year. The rise has not been so rapid as the rise 

in any of the other standard barometers, such as wage 

rates, general prices, cost of living, etc. In comparison with the levels of 
the twenties rents are still quite low. 


The foreclosure rate on our chart is expressed as the 

FORECLOSURES number of foreclosures per month per one hundred thou- 

sand families. Foreclosures are relatively low at the 

present time. We think the rate will rise slightly during the war, as there 

will be many properties which will be unusable for the duration and which the 
owners will let go under the mortgages. 


The building cost shown on the chart is the cost of 

BUILDING COST building the standard six-room frame house in St. 

Louis. This is the only cost figure of its kind in the 

United States that refigures as nearly as possible the same house from 1913 to 

the present. Every effort has been made to make this study accurate. All 

items of material, labor and overhead going into the building are separately 

priced each month on exactly the same basis as if the house were to be built 

that month. It will be noticed that there has been little change in the last 

few months. In September, October and November the cost was $7584. In Decem- 
ber it rose to $7592. Next year will see costs starting to rise again. 


The index used here is the one prepared by the Bureau 

WHOLESALE PRICES of Labor Statistics in Washington. It is based on al- 

most 800 items, priced each month. It is usually con- 

sidered to be the best index available for the general price level. It will 

be noticed that prices are now back at the 1930 level with strong prospects of 

rising considerably in the next few years. The effect of the first World War 
on prices is quite striking. Every great war has had the same effect. 








